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KUWAIT: KEY ECONOMIC INDICATORS 


All values in millions of US $ 1978 KD1 
unless otherwise stated. 1979 KD1 
1980 KDl 
1981 KD1 


1978 1979 
Income and Productior 

GDP at Current Prices 15,266 23,309 
Per Capita GDP (in $) 12,732 18,325 
Crude Oil Production (mil US bl) 776 909 
Natural Gas Utilized (bil cu ft) 243 334 
Refinery Production (mil bl) 131 151 
Electric Power (mil kw) 6,990 
Desalinated Water (mil imp gal) 20,753 
Investment Income (estimated) 2,700 


Money and Prices 

Money Supply (currency in circula- 
tion plus demand deposits) 

Quasi Money (deposits excluding 
demand deposits) 

Wholesale Price Index '72=100 
(excluding durable goods) 

Cost of Living Index '72=100 
(ltd. coverage, heavily weighted 
toward subsidized items) 


Balance of Payments and Trade 

Net Foreign Assets of Central 

and Commercial Banks 4,781 
Exports and Re-Exports (fob) 

(excluding gold) 10,239 
Of Which: Oil 9,406 
Imports (excluding gold) 4,131 
Net Imports Non-Monetary Gold 193 58 
Trade Surplus 5,915 
Current Account Surplus 7,000 
Imports from United States 602 755 
Of Which: Autos 100 162 
Auto Parts and Service Equipment 38 =k 66 
Trucks, Trailers, Buses 37 32 50 
A/C and Refrigeration Equipment 43 51 60 
Construction Machinery and Equipment 21 25 49 
Aircraft and Parts 124 66 53 
Oil and Gas Field Machinery and Equipment 15 13 25 
Apparel, Textiles (Fabrics and 

Finished Products) 14 27 45 


Public Finance 1979/80 1980/81 1981/82 
Revenues 12,100 16,300 18,600 
Expenditures: 

State Expenditures 8,400 10,300 10,600 
Reserve Funds 3,500 5,800 7,700 
Kuwait Fund for Arab Econanic 

Development 200 200 300 


1 : 

June figure. 

2hmbassy estimate. 

3Estimate based on January-June amounts. 


Note: Statistics for 1981 included where available. 


Sources: Central Bank of Kuwait: Economic Report, 1980. 
Central Bank of Kuwait: Quarterly Statistical Bulletin, April-June 1981. 
Aburdene, Odeh, "The Investment Income of Saudi Arabia and Kuwait," 
June 1981. 
U.S. Foreign Trade Statistics, Bureau of the Census, U.S. Department of 
COititedCce. 





SUMMARY AND INTRODUCTION 


Kuwait entered the 1980s as one of the richest nations in the world. 
The 1980 Gross Domestic Product (GDP) was over $27 billion, up 
almost 17 percent from 1979. Kuwait's population is approximately 
1.4 million, yielding a per capita GDP in 1980 of close to $20,000 

- the highest in the world. The economy of Kuwait is based almost 
exclusively on the petroleum sector, which accounts for 70 percent 
of GDP and approximately 97 percent of government revenues (exclud- 
ing income from investments). Oil revenue was the major component 
of a current account surplus of $16 billion in 1980. 


Kuwait's official policy of conserving its only natural resource, 
coupled with declining international demand for oil in 1981, has 
resulted in a 50 percent reduction in Kuwaiti oil production be- 
tween 1979 and 1981. Periodic oil price hikes in 1980, however, 
offset decreased production and resulted in higher oil revenues 
than in 1979. In 1981, production continued to fall dramati- 
cally,-.. but with prices having now stabilized and even tending to 
fall, it is likely that oil earnings - as well as perhaps GDP - 
will decline in 1981. Despite this situation, Kuwait faces none 
of the economic constrictions which certain other oil exporters 
are now experiencing. Government revenues have in the past several 
years exceeded state expenditures by over 50 percent. In addition, 
Kuwait's accumulated reserves (officially estimated at the end of 
1980 at $61 billion) guarantee that there will be no disruption in 
the economy from a revenue decrease that may result from the 1981 
soft international oil market. These reserves, invested abroad in 
diversified holdings in both industrialized and developing coun- 
tries, have generated rapidly increasing annual earnings that are 
now beginning to approach oil income in size. Some observers of 
the Kuwaiti economy already view Kuwait's role as an international 
investor as more important to industrialized countries, such as the 
United States, than Kuwait's role as an oil producer. 


Kuwait's infrastructure is now relatively well-developed, and its 
steadily growing domestic economy is based on the oil sector and 
trade and commerce. Industrialization has been deliberately 
avoided, primarily because of a shortage of indigenous manpower and 
the Government's desire to limit the growth of the already substan- 
tial expatriate labor force. Carefully controlled government 
spending has slowed inflation, and more sophisticated and broadened 
use of monetary policy, coupled with periodic infusions of capital 
into the economy by the Government, have insured that adequate 
liquidity is available to Kuwaiti businessmen and bankers. 


Despite a relative slowdown in the pace of commercial and construc- 
tion activity in Kuwait since the boom of the mid-seventies, busi- 
ness conditions remain favorable, and the demand for imports, 
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especially of capital goods, remains high. One uncertainty facing 
the commercial sector is the effect of the continuing Iraq-Iran 
war, which has significantly reduced Iran as a re-export market 

and has shifted Iraqi market demand toward capital goods, primarily 
construction materials. Iraq and Iran are expected to go through 

a reconstruction boom when the war ends. This will broaden oppor- 
tunities not only for Kuwaiti merchants but also for their foreign 
suppliers. Among the products considered promising for American 
firms are oil field service equipment, food, heavy machinery, and 
electric power generating and distribution equipment. 


These products will also be good prospects for the Kuwaiti market 
itself. U.S. products often have a competitive edge because of 
U.S. technological expertise, although the price sensitivity of the 
Kuwaiti market makes it imperative that U.S. suppliers prepare 
attractive price and financing packages. U.S. firms, however, 

have excellent market opportunities in the following areas: medical 
equipment, security and safety equipment, heavy oil recovery tech- 
nology, solar energy technology and equipment, environmental 
research and equipment, and water desalination processes and equip- 
ment. 


PETROLEUM: PRODUCTION AND PRICING 


Kuwait's oil reserves, currently estimated at 68 billion barrels, 
are the third largest in the world after Saudi Arabia anc the 
Soviet Union. If the Government of Kuwait were to keep production 
at the new stated ceiling of 1.25 million b/d for Kuwait proper 
(approximately 1.5 million b/d including the Divided Zone), its 

0il would last for at least 125 years, much longer than most oil 
exporting countries. Consistent with Kuwait's policy of conserving 
its only exportable resource and due also to a soft international 
market which began in the summer months of 1980, Kuwait reduced its 
crude oil production from 2.5 million b/d in 1979 to 1.66 million 
b/d in 1980. Despite this major drop in production, revenue from 
oil exports increased in 1980 to over $19 billion from the 1979 
figure of $17 billion. Lower exports were offset by a rise in the 
average price per barrel of contract sales from $27.50 on January l, 
1980, to $35.50 (plus premiums ranging up to $6 per barrel) on 
January 1, 1981. Production in 1981 has dropped even further due 
to slack world demand and stiff Kuwaiti price and contract condi- 
tions. January through August average production was approximately 
1.25 million b/d (including Divided Zone), and it is very doubtful 
that 1981 production will reach Kuwait's own stated ceiling (includ- 
ing Divided Zone) of 1.5 million b/d. If current production and 
price trends continue for the remainder of this year, we estimate 
that 1981 oil export revenue may total about $15 billion. 
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PETROLEUM SECTOR: EMPHASIS ON DOWNSTREAM EXPANSION AND 
INCREASED OVERSEAS INVESTMENT 


Kuwait recently completed the reorganization of its petroleum sec- 
tor. The 100 percent state-owned Kuwait Petroleum Corporation 
(KPC) now has six subsidiaries: Kuwait Oil Company (KOC - oil and 
gas production), Kuwait National Petroleum Company (KNPC - refining 
and liquefied petroleum gas manufacturing), Petrochemical Indus- 
tries Company (PIC - petrochemicals manufacturing), Kuwait Oil 
Tankers Company (KOTC - crude and product shipping), Kuwait Over- 
seas Petroleum Exploration Company (KOPEC - overseas oil explora- 
tion and field development), and the Kuwait Petroleum Investment 
Company (KPIC - petroleum-related investments outside Kuwait). 

Even prior to the reorganization, Kuwait's Oil Minister, Sheikh Ali 
Khalifa al-Sabah, began stepping up Kuwait's oil sector expansion 
both at home and overseas. Emphasis will be shifted in the coming 
years from crude oil production and exports to downstream opera- 
tions and investments. 


DOMESTIC ACTIVITIES: KOC continues its major exploration program 
for natural gas. As a result of Kuwait's official policy of pre- 
serving its oil resources and the fact that it is Kuwait's need for 
associated gas which determines the minimum level of crude produc- 
tion, finding and exploiting additional amounts of associated and 
free gas has become a top priority. Because of the recent sharp 
cutback in crude oil production - and thus in the amounts of asso- 
ciated gas recoverable - KNPC's billion dollar plus LPG plant has 
been operating at less than one-third capacity. In addition, 
significant amounts of natural gas are needed for Kuwait's power/ 
desalination plants, refineries, and petrochemical plant. 


In Kuwait proper, gas exploration is being focused on the Permian 
Khuff zone, which lies 16,000 to 20,000 feet below Greater Burgan 
field. This zone is a major source of sweet non-associated gas in 
Saudi Arabia, Bahrain, and Iran. KOC has now embarked on a major 
exploratory drilling program in which 10 deep test holes will be 
drilled throughout Kuwait. Two holes have already been drilled 
(both approximately 20,000 feet deep) below the Burgan field, one 
by Parker Drilling and the other by Kuwait Drilling (51 percent 
Kuwaiti, 49 percent Santa Fe). Testing of the holes is currently 
taking place. To date, results are inconclusive. 


The Divided Zone (formerly called the Neutral Zone), in which oil 
and gas resources are still shared equally between Kuwait and Saudi 
Arabia, is another promising source of additional gas. Two pro- 
jects are being planned which would gather and transmit associated 
gas to Kuwait's LPG plant. The Wafra Gas Gathering Project would 
exploit associated gas from onshore Divided Zone crude production 
and the Southern Gas Project from the offshore Khafji field. 
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In addition to exploration for natural gas, four areas are being 
explored for additional deposits of commercially exploitable 
petroleum - the deep formation under Burgan, Fars heavy oil forma- 
tion in northern Kuwait, offshore, and the Divided Zone. KOC is 
also in the process of upgrading already operating oil fields. 
Desalinization/dehydration facilities will be installed at many 

of the gathering centers, after which wells can continue to operate 
even if salt water is present in the crude. 


Major investment is planned in the coming years for downstream 
expansion. KNPC is undertaking an ambitious program to modernize 
and expand its refinery capacity to 700,000 barrels a day, and 
thus sell about half of Kuwait's planned crude production as 
refined products. Successful realization of this goal will entail 
major renovation and expansion of the Mina Ahmadi and Mina Abdulla 
refineries. In addition, PIC is planning to construct a large 
olefins/aromatics complex. Finally, KOTC is continuing rapidly 

to expand its tanker fleet. By 1984, this KPC subsidiary plans 

to operate 37 tankers: 19 product, 14 crude, and 4 LPG. With 
KNPC's ambitious program to modernize and expand its refinery 
Capacity, Kuwait's exports of products should increase 
dramatically with KOTC expected to be in a position to carry a 
substantial portion of the increase. 


INTERNATIONAL ACTIVITIES: The formation of two KPC subsidiaries 


dealing with overseas petroleum activities is indicative of a major 
increase in the priority being given to investments in foreign 
downstream operations and exploration and illustrates Kuwait's 
growing desire to expand economic activities and sources of income 
beyond its borders. These investments will lead to Kuwait Petro- 
leum Corporation becoming a fully integrated, multinational oil 
company. 


Several investments, either concluded or under consideration, under- 
line Kuwait's growing interest in exploration and downstream activ- 
ities in the United States. KPC has bought a share in the Inter- 
national Energy Development Corporation (IEDC - the other major 
partners are Volvo; AZL Resources, a U.S. agribusiness and natural 
resource firm; and the Canadian independent SULPETRO), and KPC and 
AZL Resources have agreed on a joint venture to explore for oil, 
natural gas and minerals in the Western United States. Drilling 
activities by this joint venture have already begun in Montana. 

KPC is also negotiating a joint venture with Pacific Resources Inc. 
to operate an oil refinery in Hawaii. Finally, in October 1981, 
KPC made a $2.5 billion offer to purchase outstanding shares of 
Santa Fe International Corporation, an oil and gas exploration 
company. Approval of the acquisition by the stockholders would 
result in Santa Fe becoming a subsidiary of KPC. 
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Other overseas investments include the construction (in coopera- 
tion with Saudi Arabia and Bahrain) of a cracking facility at the 
Awali refinery in Bahrain, offshore gas exploration with Elf/ 
Aquitaine in Morocco, oil exploration and refining in Tunisia, and 
a refinery in Malaysia. Possible future expansion of tripartite 
activities (combining industrial country technology with oil 
producer capital in order to facilitate LDC development) include a 
French-Kuwaiti agreement for cooperation in mineral exploration 
and production in the Third World and planned Shell 0i1-KPC oil 
exploration in Ecuador. 


DOMESTIC FINANCE: MONETARY AND FISCAL POLICY 


Although 1980 witnessed the continuation of intermittent domestic 
liquidity crises as well as fears of capital flight generated by 
the outbreak of hostilities between Iran and Iraq, the financial 
outlook in 1981 has improved markedly. Artificially low ceilings 
on domestic interest rates compared to very high foreign rates, the 
absence of official foreign exchange controls, and speculation 
against the KD through loans to Bahrain's offshore banking units 
(OBU's) all contributed in recent years to a domestic liquidity 
crisis. In the past year, however, the Central Bank has taken 
certain measures to exert greater control over the monetary market 
in an attempt to ease the liquidity situation. These include 
clamping down on individual speculation by restricting overdrafts, 
and threatening to withdraw swap facilities offered to commercial 
banks in order to halt the outflow of funds in search of higher 
rates abroad, particularly to Bahrain's OBU's. Most important 

in the long term are the liquidity requirement changes introduced 
in July 1980,which defined reserves for liquidity purposes as 
cash, cash assets, or claims on the Centrai Bank in the form of 
current accounts or Central Bank bill holdings. The latter will 
give the Central Bank a foundation for future open market opera- 
tions to regulate liquidity and expand the base of the domestic 
monetary market. 


Despite monetary reforms, fiscal measures continue to be a major 
policy tool to control the liquidity problem. Traditional methods 
of pumping money into the economy have included accelerating the 
expropriation of private property at prices above market levels, 
raising salaries and grants to civil servants, and increasing 
development spending. 


BUDGET 


The major determinant of Kuwait Government spending is not the 
availability of funds but rather the level of public spending, 
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which the Government believes will foster controlled growth and 
development without generating excess inflation. Revenues for FY 
1981/82 (July 1, 1981 - June 30, 1982) are estimated at $18.6 
billion, up approximately 14 percent from FY 1980/81. (Note that 
in past years, government revenue figures have proven to be very 
conservative as higher oil prices have boosted revenues despite 
cuts in production. With production now very low and oil prices 
not expected to rise during the 1981/82 fiscal year, official 
estimates may prove to be more accurate, if not overstated.) The 
petroleum sector continues to contribute close to 97 percent of 
government revenues. It must be emphasized, however, that invest- 
ment income is not included in official government revenue figures, 
presumably because this income has traditionally been reinvested 
rather than utilized for budget expenditures. Investment income 

is estimated at $6.5 billion in 1980 and $7.6 billion in 1981, 
amounts which now represent a substantial percentage of total earn- 
ings. 


Government expenditures for 1981/82 are estimated at $10.6 billion 
or 57 percent of revenues. This is approximately the same figure 
as in 1980/81, although in past years actual expenditures have not 
exceeded 80 percent of planned spending. Outlays continue to be 
concentrated in the oil sector, public works (construction, roads, 
etc.), and in electricity generation and water desalination. 


CAPITAL SURPLUS AND FOREIGN INVESTMENTS 


The Government has set up two reserve funds into which surplus 
revenue is channeled. In FY 1981/82, over $5 billion is expected 
to be added to the Reserve Fund for Future Generations and approx- 
imately $2.5 billion to the State General Reserve. Together these 
allocations represent over 40 percent of total government revenues 
for the coming fiscal year. Total government reserves are offi- 
cially (and probably conservatively) estimated at $61 billion as 
of December 1980. 


Of growing interest and importance as Kuwait's reserves continue 
to multiply is the Government's investment strategy. More than 
any other OPEC investor, Kuwait has evolved a policy of diversify- 
ing its portfolio. Kuwait is now widening its activities to 
include potential high yield markets in selected developing coun- 
tries, particularly in the Far East. With growth rates stagnating 
in the West, countries like Malaysia and Singapore offer the 
Kuwaitis excellent direct investment opportunities in the coming 
years. One major recent development, for example, is the estab- 
lishment of the Kuwait-Asia Bank. Based in Bahrain and capitalized 
at $100 million, this bank will tap Asian markets from Japan to 
Australia. In addition, joint investment companies have been 
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established with Pakistan and are being considered with India and 
Brazil. 


Despite growing interest in non-Western areas, the majority of 
assets -- 66 percent, according to the Ministry of Finance -- 
continue to be held in the United States and Western Europe. Of 
this amount, about 60 percent is believed to be held in dollars, 
mostly in the United States. Thus, the Kuwait Government's U.S. 
investments would total upwards of $25 billion. Kuwait divides 
its holdings between equity investments and bonds and short-term 
securities. A $7 billion portfolio, which the American press 
claims has been partially transferred from Citibank to other 
investment managers, was reported to be divided about half and half. 
Kuwait has generaily followed a policy of spreading its equity 
investments among many companies rather than seeking large blocks 
of shares in selected firms. Kuwait is reputed to have acquired 
between one and two percent stock of almost all the top 500 U.S. 
industrial companies. 


Kuwait's overseas investments continue to be managed primarily by 
major Western banks. However, the Government has encouraged the 
development of local financial institutions to help channel the 
investment flow overseas. For example, it places some of its 
investments through the three largest local investment companies, 
the "Three K's" (Kuwait Investment Company, Kuwait International 
Investment Company, and the Kuwait Foreign Trading, Contracting 

and Investment Company), by subscribing to the bulk of their under- 
writing of Eurodollar issues and also through direct investments. 
About 20 smaller companies have also been formed in recent years, 
although the Government recently banned the establishment of any 
new investment companies in Kuwait, arguing that sufficient invest- 
ment outlets for capital already exist. A consolidation of the 
Management of Kuwait's investment portfolio is expected by early 
1982. The Government will establish an inter-agency authority 
chaired by the Finance Minister to guide and oversee Kuwait's 
investment strategy. This development is not, however, expected 

to reduce any time soon the need for continued day to day manage- 
ment by Western banks of Kuwait's holdings abroad. 


KUWAIT BOND AND STOCK MARKETS 


A revival of financial market activities in Kuwait took place in 
1981. The Kuwait dinar (KD) bond market peaked in 1978, but in 
1979, the Government banned new issues in an effort to increase 
local liquidity. After a brief revival in the summer of 1980, the 
market was again suspended in October, but has recently been 
revived in August 1981. Finance Minister al-Hamad has pointed 

to the improved liquidity of local financial markets as well as 
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the strength and stability of the dinar as making it possible to 
relax previous restrictions on using the KD in international tran- 
sactions. An unprecedented $250 million syndicated loan to Yugo- 
slavia in June 1981, of which more than half is denominated in KD, 
and two 7 million KD bond issues for Sweden in August indicate 
confidence in the reestablished market. The KD market is attrac- 
tive for foreign borrowers, primarily because of its relatively low 
interest rates compared to the Eurodollar market but also because 
of the stability of the dinar, 


Most local private investment is channeled into real estate and 

the stock market, and with too much money chasing too few assets, 
these markets are subject to intense speculation. In July 1981, 

in order to limit speculative activities and in line with recent 
government measures to engineer an orderly revival of the financial 
market, the Government announced a total ban on trading in shares 
of companies formed outside Kuwait. Meanwhile, the local stock 
market has experienced a boom in 1981; turnover exceeded $3.5 
billion in the first 6 months and is likely to surpass 1979's 
record of $6.3 billion. 


FOREIGN ASSISTANCE 


Mindful of its position as a member of the Third World and of its 
responsibility to aid poorer nations, Kuwait provides a large share 


of its resources in foreign assistance. Kuwait's Official Develop- 
ment Assistance (ODA), as a percentage of GNP, has consistently 
ranked among the highest in the world - ranging from 10 percent in 
1977 to 3.9 percent in 1980. Average ODA/GNP percentage for the 
past 6 years has been 6.3 percent for Kuwait, compared to 1.8 
percent for OPEC and 0.35 percent for OECD. Total Kuwaiti ODA in 
1980 was $1.2 billion. 


Much of the assistance is given through the Kuwait Fund for Arab 
Economic Development (KFAED), which signed new commitments totaling 
approximately $260 million in 1979/80 and $450 million in 1980/81. 
Projected lending for FY 1981/82 will reportedly be $700 million. 
In February 1981, the Government doubled the Kuwait Fund's author- 
ized capital to over $7 billion, of which approximately $270 
million will be added in FY 1981/82. Despite its name, the Kuwait 
Fund continues to broaden its lending activities to all parts of 
the Third World. Lending to date has been 46 percent to Arab 
countries, 21 percent to Asia, and 13 percent to Africa. A major 
effort will soon be launched to initiate lending activities in 
Latin America and the Caribbean. In addition to Kuwait Fund acti- 
vities, economic assistance is provided through other Arab and 
international lending funds, as well as on a bilateral basis parti- 
cularly to other Arab states, including most recently, Iraq. 
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IMPLICATIONS FOR U.S. BUSINESS 


BUSINESS WAITS FOR IRAQ-IRAN WAR TO END: Business conditions during 
the past year have been generally good, although the Iraq-Iran war, 
which began in September 1980, has affected the Kuwait market by 
depressing local demand for consumer goods. When the war broke out 
there was an immediate fall off in retail sales, especially of big 
ticket items such as automobiles, (Essentials such as food and 
clothing have not been affected.) Despite a recovery in 1981, the 
level of activity has apparently not been up to pre-war levels. 
Wholesale prices and competition have increased and profit margins 
are down despite reasonably good turnover. 


The consumer products trade has suffered from the virtual loss of 
Iran as a steady and profitable re-export market. While Iranians 
make large spot purchases from time to time, the overall volume of 
re-exports has declined substantially from pre-war levels. The 
Iraqi market, on the other hand, is now mainly for capital rather 
than consumer goods (except for food) and is serviced primarily 
by transshipment through Kuwait raither than re-export. The outbreak 
of the war last year significantly reduced the number cf Iraqi and 
Iranian pilgrims who customarily pass through Kuwait on their way 
to Saudi Arabia. The absence of the pilgrims, who constitute a 
lucrative market for consumer goods, left many merchants stranded 
with high inventories which took time to eliminate. 


Demand for capital goods, particularly construction materials, 
improved over the past year. While construction has picked up 
somewhat in Kuwait itself, the driving force behind the increased 
demand for capital goods has come from Iraq. Many Kuwaiti heavy 
equipment dealers, as well as suppliers of cement, lumber and other 
basic construction materials, have been selling briskly to Iraq. 
Kuwaiti companies that do well in Iraq are usually those which 
maintain large stocks and can respond quickly to Iraqi needs. 


Until the war ends, it will continue to affect commercial activi- 
ties in the following ways: (a) prevent Iraq from turning its full 
attention to reconstruction, which Kuwaitis expect will be commer- 
cially lucrative; (b) prevent resumption of a steady and profit- 
able re-export market to Iran; (c) make Kuwait essential as a 
transshipment point for cargo reaching Iraq by the Gulf; and (d) 
continue to generate Iraqi demand for capital rather than consumer 
goods. 


GOVERNMENT SPENDING TO REMAIN SIGNIFICANT: As noted earlier, the 
pace and level of economic activity depends primarily on the spend- 
ing policies of the Kuwaiti Government. One of the principal ways 
in which money is pumped into the economy is through outlays for ma- 
jor projects. The growth of expenditures for such projects has 
declined from the level of the mid-seventies boom as the Government 
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has put priority on curbing inflation. Government spending plans, 
nonetheless, remain significant and sizeable. For example, out of 
$1.2 billion allocated for the Ministry of Electricity and Water 
in the 1981/82 budget, roughly $1 billion will be sent on capital 
projects. 


The following table shows, in summary fashion, the principal sec- 
tors into which development money is being channeled. These figures 
are totals of rough estimates of project values. They are incom- 
plete, since estimates for all projects are unavailable. Moreover, 
some projects contemplated may be shelved or delayed. Despite 

these caveats, the figures are a reasonable indication of present 
and future Kuwaiti spending plans over the next 5 to 10 years. 

U.S. firms interested in more detail on Kuwait major projects can 
obtain pertinent reports from the Department of Commerce, 


MAJOR PROJECT SPENDING 


Estimated Value 
(Millions US $) 


Electricity 1,026 
-- power station at Ras Al Zour 
General Construction 2,400 
-- includes district and regional 
centers, carparks, public buildings 
Health Care 1,200 
-- regional hospitals, clinics (new and 
expanded), specialized facilities 
Housing 3,500 
-- National Housing Authority 
Industry (Non-Petroleum) 303.5 
-- light industrial plants 
Petroleum Industries 2,500 
-- refinery modernization, gas gathering, 
petrochemicals 
Recreation 793 
Telecommunications 434 
Transportation 3,200 
-- roads and possible railroad 
development 
Water Resources 637.5 
-- desalination facilities, reservoirs 


There are also a number of smaller projects, including those more 
technologically oriented, in the fields of environment, heavy oil 
recovery, and sclar energy. 
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A new feature of major projects contracting is that local Kuwaiti 
firms have been winning an increasing number of intermediate-sized 
construction contracts, particularly in the hceusing sector, As 
local firms become more sophisticated, foreign firms may find it 
advantageous if not imperative to consider joint ventures. The 
Kuwait Municipality, for example, now requires such joint ventures 
for non-specialized consultancy work. 


U.S. SALES PROSPECTS PROMISING IN HIGH TECHNOLOGY FIELD: Whenever 
the Iraq-Iran conflict ends, a strong spurt in Iraqi demand for 
goods and services for reconstruction is expected. Kuwaiti mer- 
chants anticipate this will generate much business for themselves 
and for the foreign companies which supply goods and services to 
the Kuwait market. Among the areas for which demand is expected 
to be high are oil field equipment and services (pumps and asso- 
ciated equipment, refinery equipment and services, oil/gas pipe- 
lines and associated equipment and services), food, heavy equipment 
(such as diesel engines for oil field and industrial applications), 
and electric power generation and distribution equipment. Other 
areas in which there will probably be high demand, and which may 
also bring opportunities for American suppliers to Kuwait, are 
construction materials and trucks. 


For the near term, Kuwait will remain a highly competitive and 
price sensitive market. A strong American dollar will make U.S. 
exports less competitive vis-a-vis European and Japanese products. 
This foreign exchange factor can sometimes add up to 20 percent to 
the cost of goods and entice buyers to substitute European or 
Japanese products for American. The exchange rate differential 
has already helped the Japanese make further inroads into the 
market for central air-conditioning systems, formerly a preserve 
for American exporters. In the automobile market, still dominated 
by America's General Motors, sales of Japanese cars have already 
been gaining due to competitive pricing and the decreasing size 
differential between American and Japanese autos. 


To diminish the consequences of the "Substitution effect" engen- 
dered by this highly competitive market, U.S. firms will do better 
in areas where U.S. products have a technological edge. However, 
some of these products will still have to be competitively priced 
if other suppliers, such as the Japanese, can provide goods and 
services of equal or similar quality. American technology by it- 
self may not always automatically dominate a market. But it is 
still a recognized area of American export strength. Thus, the 
areas of oil field equipment and services, electric power genera-~- 
tion, telecommunications, security and safety equipment, and 
medical equipment are promising market areas for American companies, 
In addition, there are certain areas of very specialized technology 
which are of growing interest to the Kuwaitis and in which U.S. 
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firms have recognized expertise. These product/consulting areas 
include heavy oil recovery, environmental research and equipment, 
and water desalination technology and equipment, Finally, basic 
products such as foodstuffs and apparel remain promising because 
demand continues to grow and American products are often preferred. 


ARAB BOYCOTT CONTINUES TO COMPLICATE DOING BUSINESS IN KUWAIT: 
Kuwait's adherence to the Arab League boycott of Israel may 

inhibit some American firms from doing business in Kuwait. Some 
American companies are specifically boycotted. Other non-boycotted 
firms may not be able to meet some Kuwaiti boycott requirements 
without violating U.S. laws or they may be deterred from entering 
the market because of the presumed legal costs of dealing with the 
boycott issue. At times, an American firm is caught between con- 
flicting requirements of Kuwaiti and American law. Some of these 
conflicts can be resolved to satisfy both Kuwaiti and American law, 
while others remain insoluble. 


U.S. firms can expect to encounter Kuwaiti boycott procedures in 
certificates of origin, letters of credit, shipping documents, the 
language of tenders and contracts, and requests from the Kuwait 
Boycott Office to furnish information about the firm's business 
relationships. Generally the receipt of any request to participate 
in a restrictive trade practice or boycott must be reported to the 
U.S. Department of Commerce. American firms having questions on 
boycott problems should direct them to the Commerce Department. 


On the positive side, a very important recent change in U.S. 
legislation was the easing of the income tax burden on overseas 
Americans. The change, to the extent it encourages American compa- 
nies to place personnel overseas, could have a positive impact for 
U.S. business in Kuwait. Companies with resident representatives 
can get to know the Kuwaitis well, explore marketing opportunities, 
and provide strong support to local companies already acting as 
their agents in Kuwait. American consultants will be in a better 
position to price their services competitively. Their role in 
drawing up tender specifications for major projects could signifi- 
cantly bolster opportunities for U.S. traders and suppliers. 








No company conducting 
international business 

can afford to be without 
Foreign Business Practices: 


Materials on practical aspects 
of exporting, international licensing, 
and investing 


Designed for companies involved in or planning to 
enter international trade, this book provides extensive 
information on exporting, licensing, and investing 
abroad. It includes summaries of patents and trade- 
mark protection in major countries as well as sections 
on product liability, foreign licensing, joint ventures, 
and the resolution of disputes through commercial 
arbitration. 


It also describes antitrust and other considerations of 
the Webb-Pomerene Act, which authorizes associa- 
tions for export trade. The export tax benefits provid- 
ed under the Domestic International Sales Corpora- 
tion (DISC) law also are described. 


The 118-page booklet is available at $5.50 postpaid from the Superinten- 
dent of Documents, U.S. Government Printing Office, Washington, D.C. 
20402. Stock number: 003-009-00343-1. 





